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negative ratio of working capital to bank credit was on the
increase. It increased from -0.84 in 1978 to -3.10 in 1982
which might have been due to diversion of short-term resources
to other purposes or continuous losses. In Table 4.5 Section-B
(ii), earnings before depreciation but after payment of interest
in relation to total capital employed showed an increasing
negative ratio. Earnings increased from -0.14 in 1978 to -0.42
in 1982. A worsening debt/equity ratio can be seen from table
4.6. This ratio increased from 2.46 in 1978 to 4.07 in 1982
and indicates the firm's instability, so that the firm was neither
meeting short-term repayment commitments nor maintaining
its financial stability.
For Firm-Ill, current assets in relation to current liabi-
lities were decreasing gradually (Section-A, Table 4.1).
Increasing current liabilities in relation to total assets are
associated with increasing current assets / total assets, but the
increase in the amount of current liabilities were more than the
increase in the amount of current assets (Section-B & C, Table
4.1). Therefore, working capital/total assets was negative and
showed an increasing trend {Section-D, Table 4.1j). A rising
negative ratio of working capital to bank credit denotes diver-
sion of short-term credit (Secticn-E, Table 4.1). As such all
the ratios which explain the current position of the firm reveal
that the firm was not maintaining short-term liquidity which
created short-term solvency problems. The debt/equity ratio
increased from 1.24 in 1979 to 3.15 in 1982, i.e., the debt had
increased 2.35 times that of equity (Section-A, Table 4.6)
whereas the negative earnings for the firm had risen from 0.11
in 1979 to 0.34 in 1982 (Section-B, (ii) Table 4.5). Therefore,
it is evident that a worsening debt/equity ratio associated with
negative earnings over a period of four years put the unit in
a long-run instability situation. This firm's current financial
position as well as long-run financial stability was in difficulty.
For Firm-IV current assets were more than current
liabilities till 1980 (Table 4.1) i.e., the current ratio was more
than one till 1980 and in 1981 it showed a slight fall. Current
liabilities to total assets increased along with increasing current
assets to total assets (Section-B and C Table 4..1). A more or
less equal increase in the amount of current liabilities and
current assets can be observed in Table 4.1. This led to